
Dear Investor,

The Blackwall Europe Equity Fund ended Q3 at –3.10%.

Market developments throughout Q3-2019 have been more challenging than they appear at first
glance. While indices were virtually unchanged over the quarter, the period proved to be quite
volatile. After a stable month of July, equities faced a significant setback in early August, which
was reversed in September. However, this was only a small part of the story. The bigger story is
that market internals (the components that make up an index) have shown an increasingly small
number of heavily-weighted large and mega-caps (e.g. Nestle, SAP) providing most of the index
returns. Significantly, many small and mid-cap stocks continued to decline. Additionally, there has
been a substantial sector rotation taking place, resulting in underperformance of actively managed
equity funds relative to passive competitors.

1) Economic fundamentals and politics

During Q3-2019 we saw further weakening of the global economic landscape reflected in ongoing
deterioration of key forward-looking macro data such as PMIs. At the same time, hard economic
data, including order intake and exports showed temporary signs of stabilization throughout July
and August, before continuing their descent again in September 2019.

On the political front, trade tensions between the US and China increased further after China retal-
iated with the imposition of additional tariffs on US imports. Positive investor sentiment completely
reversed on August 1, after the US increased tariffs on China yet again when it became apparent
that no trade deal was in sight. 

Throughout Q3-2019, tensions entered a new dimension when the Chinese currency fell below
the long-established hurdle rate of 7 yuan to the dollar and currency markets also began to face
turmoil. However, due to the White House talking up the likelihood of a “China trade deal soon”,
not convincing to us, sentiment and equity indices recovered in the final month of the quarter.

2) Q2-2019 European reporting season

The Q2-2019 reporting season finished with European earnings down -4.5% YoY following on
from a decline of -5.1% for Q1-2019 (Source: Morgan Stanley), confirming the manufacturing
sector-induced earnings recession in Europe. Even the previously lowered market expectations
were decisively missed and further downward revisions of earnings estimates followed. What
remained (to our surprise given the continued decline of lead indicators and ongoing profit
warnings), was investors’ hope of  a turnaround in the coming 3-6 months. 

With Q3-2019 now ended and adverse pre-announcements/profit warnings already started a
fortnight earlier than in preceding quarters, that hope looks ill placed. In light of recent anecdotal
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evidence from the corporate world, talking down again expectations or even initiating capacity
reduction/restructuring efforts, we remain convinced that the final quarter of 2019 will not save
the year.

As a result, we held on to our cautious positioning throughout the entire Q3-2019. That bias cost
us performance for the quarter, but what has proven even more detrimental to the fund’s quarterly
result has been the market’s abrupt sector rotation from defensives into beaten-down cyclicals in
the middle of September. We did not anticipate such a move as fundamentals did not even indicate
a bottom-building process and US leading indicators had only begun to decline. Calling for “the
last” profit warning and a reversal at this stage of the cycle looks completely wrong to us. Indeed,
the rotation into cyclicals has proven short-lived (taking into account the market’s reversal in early
October), but it was enough to explain for a good part the lagging performance in Q3-2019.

3) Idiosyncratic investment issue

As we explained in our August 2019 monthly comment, our portfolio was also affected by an
adverse idiosyncratic event: the profit warning of Voltabox. The company announced with Q2-
2019 results a harsh cut in full 2019 growth and earnings expectations, which sent the share price
down by more than 50%. The warning was caused by a) the one-quarter postponement of a US
5G telecoms back-up battery order and b) the delayed product transition of a key supplier. While
both issues emanated from outside Voltabox’ control, their massive impact on the company’s
results shows a clear deficit in terms of execution. However, the company has not lost any
customer contracts, its massive order backlog is still unchanged, and measures to cut expenses
and re-focusing of operations have been immediately initiated. The market’s punishing of Voltabox
shares reflects the company’s strong cash burn in recent six quarters as well as its unfavorable
communication with the financial community. Both matters have also been addressed: Voltabox
has implemented specific measures to free up capital from working capital and to reach a positive
free cash flow for H2-2019, though not fully compensating for the EUR24m H1-2019 cash burn.
In addition, the company indicated its CEO and new CFO will more actively and transparently
communicate with the markets to prevent any similar mis-communications from happening again.

We are prepared to give Voltabox the benefit of the doubt and took advantage of the depressed
valuation. We believe the company’s cash burn should reverse into free cash flow generation from
Q3-2019 - assuming Voltabox will execute without further issues going forward, thereby delivering
substantial top-line growth and a return to healthy EBIT from 2020. With the original investment
case shifted back by 6-12 months and most investors having lost patience, there is room for a
positive surprise.  

Corticeira-Amorim
In this quarter’s newsletter we wish to present another of our conviction investments, the shares
of Portuguese Corticeira Amorim (CA). CA is a EUR1.3bn market cap, 71% family-held, world-
leading quality niche business supplying the global wine and spirits industry with cork stoppers.
The mission of CA is to “add value to cork (o/w >80% globally is harvested in Iberia) in a compet-
itive, distinctive and innovative way that is in perfect harmony with nature”. The vertically
integrated, very well run (top quality management, in our view) company serves over 27k
customers worldwide. Market leader CA holds an estimated world market share of c. 40% in cork
stoppers and thus enjoys a scale advantage, innovation leadership, and robust pricing power. It is
protected by very high entry barriers and rooted on conservative accounting as well as robust
financials (Net debt/EBITDA c. 1.0x - after-tax RoIC 11-17%). CA is the only vendor with a full range
of stoppers (70%) as well as adjacent industrial products (30%) in Floor & Wall Covering, Cork
Composites and Insulation, with the latter three combined gradually gaining in relevance.

We project CA to achieve a sustainable like-for-like top-line growth of c. +3-4% (1-2% pts above
market) for the coming three years, with the main limitation being the availability of cork. That yoy
growth rate should be driven by wine, sparkling wine and spirit production growth (c. 0.3-1.0%
pa), the gradually expanding penetration of cork stoppers (from approximately two thirds today)
at the expense of glass and synthetic stoppers thanks to consumers’ preference for cork stoppers,
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and the increase in geographical reach/penetration (Americas, Asia). On top come steady market
share gains at the expense of much smaller, less efficient, rather local competitors and selective
M&A. In recent years, CA has been actively consolidating the market, completing 1-2 bolt-on
acquisitions p.a. at very attractive multiples, and thereby reinforced the group’s position e.g. in
speciality segments such as bar top closures for spirits.

With the raw material cork standing for 70% of the group’s COGS, cork input prices are of outmost
importance. Raw cork pricing mostly depends on the quantity of the annual harvest, with every
cork tree only able to be harvested once every nine to ten years. Due to the low harvest in 2017
particularly in 2018, cork prices shot up in recent years, with CA compensating for the adverse
impact only partially with price hikes. Thanks to the gradual reversal of cork prices from late 2018
(being down c. 5-7% to date) and the highest cost primary cork fully consumed by autumn 2019,
the group’s operating return is about to bottom out. Against the background of a better, higher
quantity harvest seen for 2019 and anticipated also for 2020 and 2021, a margin recovery from
this year’s EBITDA trough at 16% (and EBIT at 12%) appears likely to materialize for the three years
to come. That implies, EBITDA is very likely to expand by c. 35-40% from 2019 through 2022,
resulting in a 2022 EBITDA margin of 20% and a boost in EPS of roundabout 60% for the same
period 2019-22.

Hence, we see CA shares as a safe means to capture sustained EPS growth of 15-20% p.a. for
the coming three years. Due to the shares yet undiscovered and under-owned, we have been able
to build our position at attractive entry level (below 10x trough EBITDA 2019E). Thereby, the
potential risk of US trade war tariffs against European wine and spirits, which may have an adverse
impact on CA due to the lower penetration of cork in closures outside Europe, has been “helpful”,
though we are convinced it has been and remains overrated. However, the company’s excellent
ESG profile, with very tight Corporate Governance standards in place, its Social Responsibility
second-to-none in Portugal (e.g. its Forestry Intervention Program to preserve the cork oak forests),
and it’s even negative CO2 footprint (cork oaks are a natural CO2 retainer and each cork stopper
retains up to 112g of CO2), have been greatly underappreciated to date. In fact, thanks to CA’s
uniquely favorable carbon footprint (underpinned by its zero-waste approach and strong
commitment to the circular economy), almost fully offsetting the carbon footprint of the glass
bottle, the total packaging of glass-bottled wine/spirits becomes almost fully carbon neutral.
Consequently, we regard CA shares as a highly attractive ESG investment, too.

A consolidated portfolio view  
For better transparency, we consolidate our portfolio holdings into a notional combined entity
allowing us to better illustrate to investors the economics of an average company in the portfolio.
Our ‘average company’ looks like the following:

Our investment philosophy is to invest in great companies with a sustainable and superior
economic return at attractive valuations, with midcaps being our sweet spot.   

Margins: The average company is showing a gross margin of 46.0%, an EBIT margin of 13.4%
and an FCF margin of 4.6% (all 2019E), demonstrating strong business models.  
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Table 1: Blackwall ‘average company’ portfolio example

Valuation Ratios* 2017 2018 2019E¹ 2020E¹

P/E 14.3 24.4 19.9 16.5

P/BV 1.9 3.6 3.1 2.5

EV/EBIT 11.3 17.6 14.3 11.9

Net Debt/EBITDA 0.6 0.7 0.6 0.4

Dividend Yield 2.2% 2.6% 2.8% 3.1%

ROE 17.6% 21.0% 22.0% 23.4%

ROCE 9.0% 9.7% 10.9% 12.2%

Long Investments:
Typical Company Economics

Financials* (EUR m) 2017 2018 2019E¹ 2020E¹

Sales 4,137 4,293 4,402 4,541

Gross Profit 1,875 1,955 2,025 2,090

EBIT 460 551 591 627

Net Income 295 332 363 400

FCF 237 182 204 239

Net Financial Debt 431 584 498 397

* Source: Bloomberg, Blackwall Capital
1 Note there can be no assurance that these estimates will be achieved



EBIT growth: We expect the average company to grow EBIT in the magnitude of around 6-7% p.a.
in 2019E and 2020E based on conservative estimates. Furthermore, some of our key holdings
show profiles of growth accelerating in the years ahead, benefiting from multi-year restructuring
programs and/or structural growth drivers. This allows for additional resilience against any
economic downturn.   

Leverage: Most of our companies are operating with low net debt positions (some are net cash),
thus posting an average net debt/EBITDA of just 0.6x. At times of rising corporate interest rates,
this might provide strategic optionality while others are constraint. 

Valuation: In terms of valuation, we use various metrics, with our preferred ratio being EV/EBIT.
Our average portfolio trades at 14.3x for 2019E and 11.9x for 2020E. 

In summary, we argue that the companies invested are attractively valued with a solid growth
profile and low leverage.  

Best regards,

Thomas Karlovits
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Blackwall capital investment AG, Gubelstrasse 24, 6300 Zug, switzerland

Tel: +41 41 555 1111
info@blackwallcapital.com
www.blackwallcapital.com

This document has been issued by
Blackwall capital investment AG
(“Blackwall”) which is licensed and regulated
by finmA (swiss financial market super-
visory Authority). it is a limited company
under swiss law with its registered office at
Gubelstrasse 24, 6300 Zug, switzerland.
This document is for professional investors
and market counterparties only. Blackwall
acts as manager of Blackwall uciTs
platform icAV, the investment manager of
the uciTs platform (of which the Blackwall
europe equity fund is a sub-fund).

Blackwall is not acting as financial advisor or
fiduciary to any party to whom it delivers this
document or who invests in a fund or
managed account managed or sub-
managed by Blackwall. in particular, this
document (in whole or in part) does not
constitute investment advice. Before
investing in a fund or managed account you
should ensure that you fully understand its
potential risks and rewards and independ-
ently determine that it is appropriate for you
given your objectives, experience, financial
and operational resources, and other
relevant circumstances. you should consult
with such advisors as you deem necessary
to assist you in making these determina-
tions. Any indicative terms provided to you
are provided for your information and do not
constitute an offer, a solicitation of an offer,
or any advice or recommendation to invest
in a fund or managed account (whether on
the indicative terms or otherwise).

This document is intended for discussion
purposes only and does not create any
legally binding obligations on the part of
Blackwall. Without any limitation, this
document does not constitute an offer, or
invitation to offer or a recommendation to
invest in a fund or managed account. These
materials were designed for use by specific
persons familiar with your business and
affairs and Blackwall assumes no obligation
to update or otherwise revise these
materials. nothing contained herein should
be construed as tax, accounting or legal
advice.

This document may not be reproduced or
transmitted to any other person without the
express permission of Blackwall. Although
the above information has been taken from
sources which Blackwall believe to be
accurate, no warranty or representation is
made as to the correctness, completeness
and accuracy of the information or the
assessments made on its basis.

The information contained in this document
is preliminary and is qualified and super-
seded by the prospectus for the fund or
governing document for the managed
account to which it relates, and in particular
the risk factors and information on conflicts
of interest described therein, and any
investment decision should only be made
following consideration of that prospectus or
other document. Any performance data is
based on a fund’s or an account’s actual or
expected net asset value in accordance with

the valuation methodology in its prospectus.
performance may be impacted by capital
contributions and withdrawals and unless
otherwise stated is net of management,
performance and other fees as described
herein and includes reinvestment of
earnings. The fund’s or account’s fees may
be modified or waived for certain investors
as described in its prospectus or other
governing document. An investor’s actual
performance and actual fees may differ from
the data reflected herein.

This document is confidential, is intended
only for the recipient’s own internal use and
under no circumstances may a copy be
shown, copied, transmitted, or otherwise
given to any person other than the initial
recipient without the prior written consent of
Blackwall. The distribution of this document
and/ or the information contained herein in
certain jurisdictions may be restricted, and,
accordingly, it is the responsibility of any
recipient to satisfy itself as to compliance
with relevant laws and regulations.

The u.s. commodity futures Trading
commission has not approved or disap-
proved, passed on, or endorsed, the merits
of these product offerings.

The estimates, investment strategies, and
views expressed in this document are based
upon past or current market conditions
and/or data and information provided by
unaffiliated third parties (which have not
been independently verified), may differ from
estimates, investment strategies, and views
set out in other documents published by
Blackwall and are subject to change without
notice. no representation or warranty is
made as to the correctness, completeness
and accuracy of data and/or information
provided by unaffiliated third parties or as to
any assessment made on such basis.

The information contained herein is prelim-
inary, is provided for discussion purposes
only, is only a summary of key information, is
not complete, does not contain certain
material information about the fund
contained herein (the “fund”), including
important conflicts disclosures and risk
factors associated with investments in the
fund, and is subject to change without
notice. certain information contained in this
document constitutes “forward-looking
statements,” which can be identified by the
use of forward-looking terminology such as
“may”, “will”, “should”, “expect”, “anticipate”,
“target”, “project”, “estimate”, “intend”,
“continue” or “believe” or the negatives
thereof or other variations thereon or
comparable terminology. due to various
risks and uncertainties, actual events or
results or the actual performance of the
fund may differ materially from those
reflected or contemplated in such forward-
looking statements.

The fund prospectus (the “prospectus”)
qualifies the information contained herein in
its entirety and no person should make an
investment decision in reliance upon the
information contained herein.

in the event of any discrepancies between
the information contained herein and a
prospectus, the prospectus will supersede.
The information contained herein does not
take into account the particular investment
objectives or financial circumstances of any
recipient and does not constitute the
provision of investment advice or a recom-
mendation.

The information herein is not intended to
provide, and should not be relied upon for,
accounting, legal or tax advice or investment
recommendations. A recipient should make
an independent investigation of the
investment described herein, including
consulting your tax, legal, accounting or
other advisors about the matters discussed
herein and the possible consequences for
an investment in the fund and the risks
involved.

This document is not intended to be, nor
should it be construed or used as an offer to
sell, or a solicitation of any offer to buy,
interests or shares in any fund managed by
Blackwall. An offer or solicitation will only be
made by means of a prospectus (the
“prospectus”) which will contain additional 
information about the relevant fund,
including disclosures relating to risk factors
and conflicts of interest. The relevant
prospectus may be obtained on request
from Blackwall. An investment in the fund
may not be suitable for all investors and may
only be suitable only for certain financially
sophisticated investors who meet certain
eligibility requirements and can bear the risk
of an investment in a fund for an extended
period of time. investing in financial markets
involves a substantial degree of risk. There
can be no assurance that the investment
objectives of any fund described herein will
be achieved. investment losses may occur,
and investors could lose some or all of their
investment. no guarantee or representation
is made that a fund’s investment program,
including, without limitation, its diversifi-
cation strategies, or risk monitoring goals,
will be successful. investment results may
vary substantially over time. investment
losses may occur from time to time. nothing
herein is intended to imply that a fund’s
investment methodology may be considered
“conservative”, “safe”, “risk free” or “risk
averse”. economic, market and other condi-
tions could also cause any fund to alter its
investment objectives, guidelines, and
restrictions.

performance data of the funds is not based
on audited financial data except for the years
for which audited financial statements are
available. performance data of the fund is
based on its net Asset Value in accordance
with the valuation 
methodology in the fund’s prospectus.
performance may be impacted by capital
contributions and withdrawals and unless
otherwise stated is net of management,
performance and other fees as described
herein and includes reinvestment of
earnings. The fund’s fees may be modified
or waived for certain investors. please refer

to the fund’s prospectus for more infor-
mation regarding the fund’s fees and other
terms. An investor’s actual performance and
actual fees may differ from the data reflected
herein due to among other factors, different
share classes and eligibility to participate in
“new issues”. it should also be noted that
certain share classes of the fund may be
closed, including the share class from which
the performance data presented herein has
been derived.

past performance may not necessarily be
repeated and is no guarantee or projection
of future results. past performance is not a
guide to future performance and the value of
investments and the income derived from
those investments can go down as well as
up. future returns are not guaranteed and a
loss of principal may occur. performance
may be affected by economic and market
conditions.

information about market indices is provided
for the purpose of making general market
data available as a point of reference only.
There is no representation that any index is
an appropriate benchmark for comparison.

index returns do not take into account
trading commissions and costs or other fees
and expenses associated with the active
management of portfolios. The volatility of
indices may be materially different from the
performance of the fund. The fund’s
holdings may differ substantially from the
securities that comprise the indices.
furthermore, the fund may invest in
different trading strategies from the indices
and therefore it should be noted that the
sector, industry, stock and country
exposures, volatility, risk characteristics and
holdings of the fund may differ materially
from those of the indices. The performance
returns of the indices include the
reinvestment of earnings and are obtained
from market data providers and other third
party sources.

Although Blackwall believes these sources
to be reliable, it is not responsible for errors
or omissions from these sources. in certain
jurisdictions the fund may only be available
to professional or otherwise qualified
investors or entities. An investment in the
fund involves a number of risks that is
outlined in the fund’s prospectus. There can
be no guarantee that the fund’s investment
objectives will be achieved, and the
investment results may vary substantially
from year to year or even from month to
month. it may engage in investment
practices or trading strategies that may
increase the risk of investment loss and a
loss of principal may occur. Blackwall may
have total trading authority over the fund,
and the performance of the fund will be
dependent upon the services of Blackwall.
The fund’s fees and expenses as described
in the fund’s prospectus may offset the
fund’s gains. in addition, there may be
restrictions on transferring interests in the
fund, please refer to the fund’s prospectus
for additional information.
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